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CALIFORNIA INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK (I-BANK) 

 

BOND AMENDMENT STAFF REPORT 

 

ISSUE:  The Sonoma Academy (Borrower) has requested approval of Resolution 11-13 
authorizing amendments to the existing indenture and loan agreement for its Senior 
Fixed Rate Revenue Bonds (Sonoma Academy Project), Series 2007A (Senior Bonds).  
The proposed amendments would revise the amortization schedule and interest rate for 
the Senior Bonds, amend and add certain debt service reserve, financial and reporting 
covenants, and make other conforming changes in connection with a settlement 
agreement entered into on April 8, 2011 (Settlement Agreement) with AIG Commercial 
Equipment Finance, Inc., bondholder of the Senior Bonds. 

 

BACKGROUND INFORMATION:  Sonoma Academy is a co-educational, independent, 
nonsectarian, college preparatory high school located in Santa Rosa. 

 

Pursuant to an Indenture entered into on February 9, 2007 (Indenture), the I-Bank 
issued three series of bonds totaling $33,000,000 (collectively, the 2007 Bonds).  As 
noted above, the Series 2007A totaling $23,000,000 was purchased by AIG 
Commercial Equipment Finance, Inc. (Senior Bond Holder).  The Series 2007B 
(Subordinate Bonds) totaling $6,000,000 was purchased by Non-Profit Preferred 
Funding (Subordinate Bond Holder).  Purchasers of both Series 2007A and 2007B 
Bonds were Qualified Institutional Buyers (QIBs) as defined in Section 144(A) of the 
Securities Act of 1933, as amended. 

 

The Series 2007C (Junior Subordinate Bonds) totaling $4,000,000 was purchased by 
several Trustees and supporters of the Borrower as junior subordinate debt.  The 
purchasers of the Series 2007C Bonds were Accredited Investors as defined in Section 
4(2) of the Securities Act of 1933, as amended.   

 

Bond proceeds were loaned to the Borrower pursuant to a loan agreement (Loan 
Agreement) and subsequently used to finance the construction, installation, equipping 
and furnishing of a school facility consisting of three new buildings comprising 
approximately 90,000 square feet including a building to house a gymnasium, 
administration facilities and arts facilities, a building to house a library, classrooms and 
digital arts facilities and a building to house a black box style theatre and classrooms for 
theater art; site improvements including an athletic field, an outdoor amphitheatre and 
landscaping; and other educational facilities, all located at 2500 Farmers Lane, Santa 
Rosa, California.  Proceeds were also used to fund a reserve fund for the 2007 Bonds, 
and for the payment of capitalized interest and certain costs of issuance.  Construction 
of the campus was completed in January 2009.   

 

The Staff Report dated January 23, 2007, and a copy of Resolution 07-02 are attached 
for a more complete description of the Project and financing structure (see Attachment 
A). 
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On, January 25, 2011, the Executive Director provided a verbal report to the Board 
concerning certain events of default that occurred with respect to the 2007 Bonds, the 
Indenture and the Loan Agreement. 
 
 
NEED FOR AMENDMENT:  Certain events of default occurred under the Indenture and 
Loan Agreement, as a result of the Borrower’s failure to make payments of principal and 
interest on the 2007 Bonds due to the bondholders and its failure to comply with certain 
covenants under both the Indenture and the Loan Agreement.  Consequently, on 
October 13, 2010, the Trustee gave notice of such defaults.  Further, on December 14, 
2010, the Trustee declared all of the 2007 Bonds to be immediately due and payable.  
On, April 8, 2011, in order to avoid the costs, delay and uncertainty of litigating such 
events of default, the Senior Bondholder and the Trustee entered into a settlement 
agreement (Settlement Agreement).  The Settlement Agreement provided for 
modification and restructuring of the Senior Bonds; modification of financial reporting 
obligations and covenants; and agreement of the Borrower to cause obligations under 
the Subordinate Bonds and the Junior Subordinate Bonds to be unconditionally forgiven 
and cancelled in full. 
 
Subsequent to the execution of the Settlement Agreement, the Borrower negotiated a 
release agreement with the holders of the Subordinate Bonds upon the effective date of 
the proposed amendments.  The Junior Subordinate Bonds have been returned to the 
Trustee and are deemed paid and cancelled.   
 
The Senior Bondholder has directed the Trustee to waive all of the events of default and 
rescind the consequences, including the acceleration of the 2007 Bonds.  The Borrower 
requests the amendment of the Indenture and Loan Agreement to revise the 
amortization schedule and interest rate of the remaining Senior Bonds; and add certain 
debt service reserve, financial and reporting covenants; and make other conforming 
changes. 
 
The requested amendments to the Indenture and Loan Agreement require bondholder 
consent (which has been provided by the Senior Bondholder) and result in a material 
change to the terms of the 2007 Bonds as approved by the I-Bank Board, and as such 
the authority to enter into these amended documents does not fit within the scope of the 
Executive Director’s existing delegated authority established by Resolution 08-35. 
 
RECOMMENDATION:  Staff recommends adoption of Resolution 11-13 approving the 
First Supplemental Indenture and First Amendment to Loan Agreement) upon the 
occurrence of conditions specified therein. 
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APPENDIX A – January 23, 2007 STAFF REPORT AND RESOLUTION 07-02 
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